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Abstract
The paper presents the process of the Hungarian economy and society getting into crisis
after 2002. It also analyses the factors that caused the crisis and its effects. Further on, the
paper gives an overview about the measures that have been taken by the new government
since 2010, so that the country can get out of this situation.
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1. Introduction
The Hungarian political leadership made a lot of mistakes during the last
ten years. Because of these, today Hungary is living in four kinds of crises. These
are the following:
- political crisis ("cold civil war", hatred between the two political sides);
- economic crisis (decline in the economic achievement from 2006 on);
- financial crisis (high indebtedness, threat of state bankruptcy);
- modernisation crisis (necessary reforms not carried out in the economy, state life
and society).
In this paper we are trying to sum up what and how happened, we are
going to show the main characters of the processes, the tasks which need to be
done and the measures which have been taken in the last year.
2. Getting into the crisis and the stabilisation
In spring 2002 a new social-liberal government was formed in Hungary
after the middle-right government lost the elections. The new government made a
new policy focusing on the “welfare transition”, which means it promised a quick
and significant raise of living standard. In this framework the government gave a
50  %  pay-rise  in  the  public  sector (education,  health  care  and  administrative
sphere) which had no economic basis. This policy later turned out to be a short-
term policy it had no perspective and had not any kind of reasonable concept. It
only served the interest of that small political elite group which got the governance
in  its  hands. The  political  leadership  made  many  heavy  mistakes:  the  pay-rise
gradually made a high deficit year by year (from 2002), the necessary reforms in
the  economy,  society  and  the  administration were  delayed, the waste, the
corruption  and  the  “white  collar  crime”  were  growing  bigger  and  bigger,  the
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irresponsible  policy  with no  broader  perspective  made  a  tragic  result  till  2006.
Hungary lost the trust and credibility on international level, the indebtedness was
rapidly growing and the country went almost bankrupt.
If we investigate the basic Hungarian situation from “bird perspective”, we
have to say the following: in the globalizing world the Hungarian economy is a
small and open economy which permanently needs external resources (because of
the  lack  of  capital  and  technique).  The  bad  economic  policy  caused  that  the
development  of  the  Hungarian  economy  was  slow  between  2002  and  2006
meanwhile the neighbouring countries used the advantages which was given by the
EU membership and their economy was growing more quickly than ours. Hungary
had constant economic and social problems (from 2006 on). The biggest problem
was the increasing deficit (financed by foreigners). In Hungary the level of the
consumption is high, higher than the economic achievement. Parallel with it the
savings rate is too small. The consequence: a significant part of the consumption is
financed by abroad. Because of the worse and worse image the country could get
credits  from  the  financial  market  only  with  a  high  interest  rate. Hungary  can
finance its deficit and debt more expensive than the neighbouring countries. This
fact also helped the increase of indebtedness (2002: 53 % of the GDP, 2011: above
80 %). The Hungarian economy is an over regulated (too bureaucratic) economy.
There are too high taxes these were very effective brake of the productivity and
development. In the economy you can see the “waste and lack” co-existence (a
"waste  and  lack"  dichotomy).  Because  of  the  not  enterprise-friendly  economic
environment the enterprises flee into the black economy. Further big problems are
the  productivity  gap  between  the  multinationals  and  domestic  enterprises, the
dominance of multinationals, the lack of following norms and the corruption in
every segment of the economy
Between 2002 and 2006 a lot of factories were closed, a significant part of
the foreign  capital  left  Hungary. The  weakness  of  internal  market  and the
Hungarian  SME's  (lack  of  capital  among  the  SME's)  caused  much  trouble.  A
general phenomenon in Hungary is that work carried out is not paid among the
enterprises. On top of all that too few people/enterprises pay taxes (a lot of do not,
the few pay too much) and the local governmental sphere is also indebted.
Hungary  is  a  good  example  of  the "dual  economy". One  part  is  the
multinational sector the second one is the Hungarian SME’s sector. Big problem is
that  they  live  parallel  and  are  not  linked  to  each  other.  The foreign  capital is
dominant in the Hungarian economy. Unfortunately the structure of the economy
(and  the  state  budget  too)  is  distorted.  The  state  draws  the  resources  from  the
economy (because of the high deficit). The consequence: neither the production nor
the employment can grow.
This bad economic situation catalyzed much trouble in the society. In the
first half of the decade the life standard was decreasing and the poverty increasing
(the symptoms: 3 millions in poverty, many 10 thousands homeless people, and
starvation was  spreading).  The  economic  and  social  inequalities  were  rapidly
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dangerous  phenomenon.  There  are  more  and  more  unemployed  people  in  the
society  who  mentally  accept  the  unemployment  status  (this  is  the  so  called
"underclass"  social  group,  which  is  bigger  and  bigger).  This broadening social
group can  be  characterized  by  antisocial lifestyle; among  them  the  anti-social
behaviour forms are spreading (crime, violence, drug etc.). People see year by year
the cultural declination, the crisis in the value system, the intolerance and also the
ethnic tensions are growing.
You  can  see  the  functioning  troubles  of  the  state,  too.  The money
centralisation (the state redistribution of resources) is too high, because the regime
is too expensive. The state spent too much money for the social costs without any
effectiveness.  The trust  in  state  institutions  (police,  local  government,  state
administration) is weakening, the service and work quality of the subsystems is
often insufficient.
Let’s look at the process in which Hungary was getting into trouble and
started  the  stabilisation  process.  In  the  spring  of  2006 there  were  elections  in
Hungary. The political forces who formed the government knew that they couldn’t
win the elections – because of their bad achievement - if people got to know the
actual  economic  situation  in  Hungary.  That’s  why  they  lied  and  cheated.  The
government published false data about the economy, so that the social-liberal side
could  win  the  elections  again.  Unfortunately  the  EU  accepted  these  data  for  a
while. The government handed in the convergence programme of Hungary to the
EU Comission two times but it was always refused. After winning the elections the
old-new government  confessed  the  real  situation  (admission  of  the  cheat)  and
started a restrictive policy (2006 autumn). The consequence was the following:
besides the social-economic crisis the crisis widened into a political one, too. The
restrictions  caused  that  the  living  standard  declined  (by  8-10 %),  Hungary  had
strong growth-problem, the government was unpopular, it was a permanent crisis
in  the  country.  These  were  the  circumstances,  when  the  international  financial
crisis wave reached Hungary (2008 autumn). 1300 billion Forints (3-4 % of the
GDP) were drawn out of Hungary within 2 months. The "hot money" attacked the
Forint, the BUX-index (stock exchange index) fell with 50-60 % and the Forint lost
30 % of its value. Beginning with October 2008 Hungary was not capable to pay
back  its credits; the  state  bankruptcy  was  a  real  danger  which  the  Hungarian
society faced. The country was saved by a 22.5 billion Euro credit which came
from the IMF, the World Bank and the EU. Hungary was in a huge indebtedness
trap and has been in it since then. The conditions of credit were very strict. The
main elements of it were: fiscal consolidation, privatisation of the state property,
continue  the restrictive  economic  policy,  reduce  of  the  social  benefits  and  the
bureaucracy.
The stabilisation process was successful but painful. The positive effects
were  that  we  avoided the  state  bankruptcy, Hungary  kept  the  international
credibility, the deficit and the inflation rate declined and the banking system did
not collapse. On the other hand the therapy had negative effects, too. For example:
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thousand  enterprises  went  into  bankruptcy, the  real  value  of  wages  and  living
standard  fell  down,  further  on  restrictions were in every  sphere  of  life,  in  the
economy, the society and state life. Unfortunately the government did not make
structural reforms and the international competitiveness of the state dramatically
declined (2000: 26
th place, 2008: 62nd place).
3. New government, new policy
In spring 2010  there  was  a  Parliamentary  election  in  Hungary  and the
middle-right  political  force  won.  They  got  more  than  two-third  part  of  the
Parliament places. A stable new middle-right government was formed. The new
government announced (and launched) a totally new policy, focused on economic
growth and renewal of society. So that to reach their aims the government made a
lot of measures during the elapsed year. These measures were political, economic
and social measures and they were made parallel.
The main political measures were the following: reducing the number of
MPs (from 386 to 200), reform of the local government election system, a new
media law, investigation of the political corruption affairs, a new constitution, the
extension  of  state  citizenship  for  those  Hungarians  who  are  living  in  the
neighbouring countries and the managing of the EU presidency.
The  economic  measures  contained  the  following:  a  new  (growth
orientated)  economic  policy, keeping  the  strict  fiscal  and  monetary  policy,
confiscation (nationalisation) of the private pension savings, new economic action
programmes for helping the SME’s sector (New Széchenyi Plan, Széll Kálmán
Plan), extra tax on certain sectors (bank, telecommunications, energy sector, retail),
reform of the tax system (reduce of income taxes to 16 %), rationalisation of state
life/state  saving  programme  (plan:  600-800  billion  Forints  savings),  stop  the
prestige and disadvantageous PPP programmes.
The new government has made some significant economic measures up till
now. It launched a selective industrial development policy, focusing on "high-tech"
branches  and  biotechnology.  In  Hungary  a  very  serious  problem  is  the
unemployment and the low employment rate. A long term governmental plan is the
following: to create 1 million new work places within 10 years. One of the biggest
weaknesses of the Hungarian economy and society is the high energy consumption.
That’s why the government gives support for all kind of energy rationalisation
programmes.  Parallel  with  it the  government  launched  a  new  energy  policy  in
which we concentrate on  the reducing of dependence from the Russian  energy
resources (Nabucco pipeline) and on the bio-energy producing within Hungary.
The government makes much effort to support stronger the R+D+I activity so that
the Hungarian goods and services should be more valuable in the future than they
are  today.  Further  on  as  the  Hungarian  economy  is  an  open  economy  the
acceleration of export is in the centre of aims too.
Besides the political and economic measures the social measures are also
important ones. First of all we have to mention the new support system of families.
In  this  framework  the  government attempts  to  stop  the  negative  population
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not  sustainable  for  longer  time.  We  need  to  reform  the  pension  system.  The
government started this long lasting and very hard work (raise the pension age
from 62 to 65 years). The situation is almost the same in the health care system;
this system also needs to change. Another very sensitive social area is the social
benefit system. Hungary keeps a too generous social benefit system. The social
costs are too high compared to the economic achievement. That is the reason why
the new government begun the reforms of the social benefit system too and faced a
lot of social conflicts with the interested social groups.
An old problem in Hungary is the too expensive regime. The bureaucracy
is too big and too expensive. This fact explains the reorganisation process of the
state and local administration. This also is a long-term process, we have made only
the first steps, but we started.
During the  last  eight  years  the  state  was  getting  weaker  and  weaker.
Especially the number of crime events was growing rapidly. The new government
decided to stop this process and announced the strengthening of the police and
public security. It gave more resources for the police, increased the number of
policemen, and made new police stations in the small villages.
4. Things to be done in the close future
A very important question arises: what kind of measures should be done in
the close future? You can write a long list of them. Hereby we only write some,
which – in our view – are the most important. These are the following:
- a pact between the left and right political side (a kind of Hungarian "Moncloa
Pact")
- dealing with important national issues (e.g.: population problems, integration of
gypsies)
- fighting against the political extremities, crime and corruption
- new financial policy of the National Bank
- lower the high level of the redistribution (from 50 % to 40 %)
- simplification of the bureaucratic regulation
- elimination of the duality of economy, enhancement of the Hungarian part of the
economy by developing the SME's
- using more EU-resources, restructuring of the circle of supported projects
- improvement of the agriculture, the food industry and tourism
- enhancement of the export, discover new export markets
- developing of the e-administration
- establishing new workplaces - community work programmes for the "underclass"
social groups
- human  resources:  enhancement  of  the  quality  of  labour  force,  increase  the
flexibility of labour force market
- stop the crisis of the value system (fighting against the social deviancy)
- strengthening the social cohesion
- handling the ethnical tensions, work out of programmes to integrate gypsies into
the societyStudia Universitatis “Vasile Goldiş” Arad                    Seria Ştiinţe Economice  Anul 21/2011 Partea I
88
- a  new  regional  developing  policy,  focusing  on  the  most  underdeveloped
settlements and small regions
- strengthening the economic basis of the rural regions
- enrichment of the human resources in the underdeveloped regions.
We can only hope that the government and the Hungarian society will have
enough power and patience to solve these problems and some years later we can
look back to these years as the era of making a new modern Hungary.
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